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Foreword 


rnpAHE  information  contained  in  this  booklet  is 
JL  believed  to  be  accurate;  but  it  has  been  com¬ 
piled  in  advance  of  any  official  interpretation  of  the 
War  Revenue  Act  by  the  Treasury  Department. 
Many  provisions  of  the  Act  are  obscure;  and  their 
proper  interpretation  is  a  matter  of  doubt.  This  is 
especially  true  with  respect  to  the  War  Excess 
Profits  Tax,  which  is  entirely  new;  and  it  is  pos¬ 
sible  that  the  Regulations,  when  issued,  may  modify 
or  perhaps  be  at  variance  with  many  of  the  state¬ 
ments  made  herein. 

In  view  of  the  desire  and  necessity  for  informa¬ 
tion  concerning  these  taxes,  however,  this  booklet 
is  published  in  the  hope  that  taxpayers  may  be  able 
to  gain  therefrom  a  fair  general  idea  of  the  provi¬ 
sions  of  the  Act. 

The  National  City  Company. 
November  24,  1917 


Copyright,  1917,  by 
The  National  City  Company 
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FEDERAL  INCOME  TAX  LAWS 

As  Applying  to  Non-resident  Alien  Individuals 

The  income  of  a  non-resident  alien*  individual,  derived  from 
sources  in  the  United  States§,  is  subject  to  the  income  tax  imposed 
under  the  laws  of  the  United  States,  including: 

1.  All  gains  and  profits  from  any  business  or  trade,  carried  on 
in  the  United  States. 

2  All  gains  and  profits  from  sales  or  other  dealings  in  property 
effected  within  the  United  States,  or  from  the  ownership 
or  use  of  property  within  the  United  States,  including  rents. 

3.  Compensation  for  personal  services  rendered  within  the 
United  States. 

4.  Income  from  interest  or  dividends  paid  by  citizens  or  resi¬ 
dents  of  the  United  States  or  by  corporations  organized  in 
the  United  States. 

But  excluding: 

(a)  Interest  upon  obligations  of  a  State  (of  the  U.  S.)  or  a  po¬ 
litical  subdivision  thereof ;  of  the  United  States, t  or  its  pos¬ 
sessions,  and  Federal  Farm  Loan  securities. t 

(b)  Property  acquired  by  gift,  devise,  bequest,  descent;  but 
income  from  such  property  shall  be  included  as  income. 

( c )  Proceeds  of  life  insurance  policies  paid  upon  the  death  of 
the  insured,  or  premium  returned  to  the  insured  under 
life,  endowment  or  annuity  contracts. 

The  deductions  and  credits  allowed  against  such  gross  income 
can  be  availed  of  only  by  filing  a  return  of  income ,  which  shall  be 
a  true  statement  of  the  total  gross  income  from  all  sources  in  the 
United  States.  In  the  return,  such  of  the  deductions  and  credits 
as  hereinafter  enumerated,  as  are  allowable  in  the  particular  case, 
are  to  be  reported. 

*A  citizen  of  any  other  country  residing  outside  of  the  U.  S. 

SWhich  includes  Porto  Rico  and  the  Philippine  Islands  and  other  possessions  below  the  dignity 
of  a  territory. 

tExcept  2nd  Liberty  Loan  bonds,  which  are  subject  to  the  additional  tax. 

tissued  under  Act  of  July  17,  1916. 
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Allowable  deductions  consist  of: 

1.  Expenses:  The  necessary  expenses  actually  paid  within 
the  year  in  carrying  on  any  business  or  trade  within  the  United 
States,  not  including  personal  living  or  family  expenses. 

2.  Interest:  The  proportion  of  all  interest  paid  within  the 
year  by  such  person  on  his  indebtedness  (except  on  indebted¬ 
ness  incurred  for  the  purchase  of  obligations  or  securities  the 
interest  upon  which  is  exempt  from  taxation),  which  the  gross 
amount  of  his  income  for  the  year  derived  from  sources  within 
the  United  States  bears  to  the  gross  amount  of  his  income  for 
the  year  derived  from  all  sources  within  and  without  the  United 
States,  but  this  deduction  shall  be  allowed  only  if  such  person 
includes  in  the  return  all  the  information  necessary  for  its  calcula¬ 
tion,  that  is,  shows  his  entire  income  from  all  sources  and  the 
entire  amount  of  interest  paid. 

3.  Taxes:  Taxes  paid  within  the  year  imposed  by  the  authority 
of  the  United  States  (except  income  and  war  excess  profits  taxes), 
or  of  its  Territories,  or  possessions,  or  by  the  authority  of  any 
State,  county,  school  district,  or  municipality,  or  other  taxing 
subdivision  of  any  State,  not  including  those  assessed  against 
local  benefits.  (See  Credits,  page  7-8,  in  which  it  appears  that 
net  income  is  to  be  credited  with  war  excess  profits  tax.) 

4.  Losses  in  business:  Losses  actually  sustained  during  the 
year,  incurred  in  his  business  or  trade  conducted  by  him  within 
the  United  States,  and  losses  of  property  within  the  United 
States  arising  from  fires,  storms,  shipwrecks,  or  other  casualty, 
and  from  theft,  when  such  losses  are  not  compensated  for  by 
insurance  or  otherwise:  Provided,  That  for  the  purpose  of  ascer¬ 
taining  the  profit  or  loss  sustained  from  the  sale  or  other  disposi¬ 
tion  of  property,  real,  personal,  or  mixed,  acquired  before  March 
1,  1913,  the  fair  market  price  or  value  of  such  property  as  of 
March  1,  1913,  shall  be  the  basis  for  determining  the  amount  of 
such  loss  sustained. 

5.  Losses  in  other  transactions:  In  transactions  in  the  United 
States,  entered  into  for  profit  but  not  connected  with  his  busi¬ 
ness  or  trade  (for  example,  transactions  in  stocks),  the  loss  act- 
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ually  sustained  therein  during  the  year  to  an  amount  not  ex¬ 
ceeding  the  profits  actually  realized  during  the  same  year  from 
similar  transactions. 

6.  Bad  debts:  Debts  arising  in  the  course  of  business  or  trade 
conducted  by  him  within  the  United  States  actually  ascertained 
to  be  worthless  and  charged  off  within  the  year. 

7.  Depreciation:  A  reasonable  allowance  for  the  exhaustion, 
wear  and  tear  of  property  within  the  United  States  arising  out 
of  its  use  or  employment  in  the  business  or  trade.  No  deduc¬ 
tion  is  allowed  for  any  amount  paid  out  for  new  buildings,  perma¬ 
nent  improvements,  or  betterments,  made  to  increase  the  value 
of  the  property  or  estate,  and  no  deduction  can  be  made  for  any 
amount  of  expense  for  restoring  property  or  making  good  the 
exhaustion  thereof  for  which  an  allowance  is  or  has  been  made. 

8.  Depletion: 

(а)  In  the  case  of  oil  and  gas  wells,  a  reasonable  allowance  for 
actual  reduction  in  flow  and  production  to  be  ascertained  not 
by  the  flush  flow,  but  by  the  settled  production,  or  regular 
flow; 

(б)  In  the  case  of  mines,  a  reasonable  amount  for  depletion 
thereof  not  in  excess  of  the  market  value  in  the  mine  of  the 
product  thereof  which  has  been  mined  and  sold  during  the 
year  for  which  the  return  and  computation  are  made. 

Depletion  is  allowed  only  on  wells  and  mines  located  in  the 
United  States. 

NET  INCOME 

The  gross  income,  less  the  foregoing  deductions,  if  any,  is 
the  net  income,  for  tax  purposes. 

CREDITS 

(a)  For  the  purpose  of  the  normal  tax  only,  the  income  em¬ 
braced  in  a  personal  return  is  credited  with  the  amount 
received  as  dividends  upon  the  stock  or  from  the  net  earn- 
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ings  of  any  corporation,  joint  stock  company  or  associa¬ 
tion,  or  insurance  company,  which  is  taxable  upon  its 
net  income. 

( b )  Credit  may  also  be  claimed  for  the  amount  of  the  normal 
tax  which  has  been  paid  or  withheld  for  payment  at  the 
source  as  referred  to  on  page  9. 

(c)  Net  income  is  to  be  credited  with  any  War  Excess  Profits 
tax  which  may  be  levied  in  the  same  year. 

NO  PERSONAL  EXEMPTION 

Under  the  amended  statutes,  non-resident  alien  individuals 
are  allowed  no  personal  exemption. 

THE  TAX 

Description  and  Rates 

The  income  tax  is  levied  under  the  Acts  of  September  8,  1916, 
and  October  3,  1917. 

The  rates  specified  in  the  two  Acts  are  added  together  to  as¬ 
certain  the  total  tax  levy  for  the  year  1917,  and  thereafter. 

Income  tax  is  of  two  kinds,  normal*  and  additional  (or  super) — 


( a )  The  Normal  Tax :  The  rate — 

Under  Act  of  1916,  is . 2% 

“  “  “  1917 . .none 

Making  total  normal  tax  of . 2% 

( h )  The  Additional  Tax : 

Under  Act  of  1916  ^  At  graduated  rates  \  $20,000 
J  on  net  income  f 
j  (including  dividends)  C 
“  “  1917  f  in  excess  of  j  5,000 


♦The  normal  tax  is  a  flat  tax  levied  upon  the  entire  net  income,  exclusive  of  dividends  of  domestic 
corporations,  which  are  themselves  subject  to  normal  tax. 
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RATES  OF  TAX 


RATES. 

Under  Act  of 

Total 

COMBINED 

Sept.  8, 
1916 

Oct.  3, 
1917 

NORMAL  TAX: 

On  entire  net  income,  excluding  dividends . 

2% 

None 

2% 

ADDITIONAL  TAX  ON  NET  INCOME: 

On  entire  net  income,  including  dividends . 

Over  $5,000  and  not  over  $7,500 . 

none 

1% 

1% 

ft 

7,500 

* 

ft  ft 

10,000 . 

none 

2% 

2% 

ft 

10,000 

U 

ft  ft 

12,500 . 

none 

3% 

3% 

« 

12,500 

u 

ft  ft 

15,000 . 

none 

4% 

4% 

U 

15,000 

ft 

ft  ft 

20,000 . 

none 

5% 

5% 

* 

20,000 

u 

ft  ft 

40,000 . 

1% 

iot 

8% 

U 

40,000 

u 

U  ft 

60,000 . 

2% 

3% 

4% 

12% 

ft 

60,000 

u 

ft  ft 

80,000 . 

14% 

17% 

* 

80,000 

u 

ft  ft 

100,000 . 

18% 

22% 

* 

100,000 

u 

ft  ft 

150,000 . 

5% 

22% 

25% 

27% 

* 

150,000 

“ 

ft  ft 

200,000 . 

6% 

31% 

* 

200,000 

u 

ft  ft 

250,000 . 

7% 

30% 

37% 

U 

250,000 

u 

ft  ft 

300,000 . 

8% 

34% 

42% 

* 

300,000 

“ 

ft  ft 

500,000 . 

9% 

37% 

46% 

* 

500,000 

“ 

ft  ft 

750,000 . 

10% 

40% 

50% 

* 

750,000 

“ 

ft  ft 

1,000,000 . 

10% 

45% 

55% 

U 

1,000,000 

a 

ft  ft 

1,500,000 . 

11% 

50% 

61% 

U 

1,500,000 

u 

ft  ft 

2,000,000 . 

12% 

50% 

62% 

U 

2,000,000. 

13% 

50% 

63% 

Withholding  Normal  Tax  at  the  Source: 

The  law  requires  the  normal  tax  of  2%  to  be  withheld  at  the 
source  from  the  taxable  income  of  non-resident  alien  individuals 
(other  than  dividends  on  stock  of  domestic  corporations  and  asso¬ 
ciations  whose  income  is  subject  to  tax).  The  tax  thus  withheld 
is  paid  directly  to  the  Government  for  the  account  of  the  non¬ 
resident  alien  individual. 

This  withholding  includes  interest  on  obligation  containing  a 
tax  free  covenant  clause  *  Bondshaving  such  clause  effect  a  saving 
of  2%  to  the  investor,  as  the  principal  is  obliged  to  pay  that 
amount  to  the  Government  and  to  pay  to  the  investor  the  full 
rate  agreed  upon,  without  deduction.  It  is  expected  that,  as  in 
the  past,  the  interest  on  such  obligations  will  be  paid  in  full, 
without  any  actual  withholding  except  in  cases  where  the  debtor 
corporations  have  limited  their  liability  to  less  than  2%  tax. 

*A  tax  free  covenant  clause  is  a  provision,  in  substance,  that  the  principal  and  interest  of  the 
bonds,  or  other  obligations,  shall  be  paid  without  deduction  for  any  tax  or  taxes  which  the 
Company  may  be  required  (or  in  some  cases  permitted)  to  pay  or  deduct  therefrom  under  any 
present  or  future  law  of  the  United  States. 
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THE  RETURN 


Taxable  income  must  be  reported  on  blanks  supplied  for  that 
purpose,  called  “returns.”  Where  the  entire  tax  has  been  withheld 
at  the  source  on  all  of  the  taxable  income  of  a  non-resident  alien 
individual,  so  that  he  has  no  further  tax  to  pay,  it  seems  unne¬ 
cessary  for  him  to  make  a  return.  But,  until  the  Treasury  De¬ 
partment  issues  a  definite  ruling  on  this  question,  it  is,  perhaps, 
advisable  for  returns  to  be  made  in  all  cases  in  order  to  avoid  the 
possibility  of  penalty. 

Verification:  Return  must  be  made  under  oath  or  affirmation. 

It  may  be  acknowledged  before  any  duly  appointed  official  of 
the  United  States,  authorized  to  administer  oaths,  or  any  regu¬ 
larly  commissioned  Notary  Public  or  U.  S.  Commissioner,  who 
must  use  an  official  seal.  Verification  in  a  foreign  country  must 
be  before  officials  of  standing  similar  to  that  required  in  the 
United  States. 

Forms  Provided:  Forms  of  returns  are  provided  by  the  Bureau 
of  Internal  Revenue  and  are  distributed  through  the  offices  of 
the  Collectors  of  Internal  Revenue  of  the  various  collection 
districts.  Returns  may  also  be  had  from  the  Bureau  of  Internal 
Revenue  in  the  Treasury  Department  at  Washington.* 

When  filed:  Returns  are  to  be  filed  on  or  before  March  1, 
each  year,  and  must  cover  the  entire  preceding  calendar  year. 

Where  filed:  Returns  must  be  filed  in  the  district  in  which  is 
located  the  principal  place  of  business,  or  if  there  be  no  principal 
place  of  business  in  the  United  States,  then  with  the  Collector 
of  Internal  Revenue  at  Baltimore,  Md. 

Filed  by  an  agent  or  representative:  Individuals,  partner¬ 
ships,  corporations  or  associations  in  the  United  States  having 
the  receipt,  custody,  control  or  disposal  of  the  income  of  non¬ 
resident  aliens  may  be  required  to  make  return  for  the  owner  of 
the  income,  and  to  pay  all  taxes  found  by  such  return  to  be  due. 

♦Forms  may  be  obtained  from  any  office  of  The  National  City  Company. 


10 


When  Net  Income  Exceeds  $5,000: 

As  stated  above,  only  the  normal  tax  is  withheld  at  the  source. 
When  the  income  of  a  non-resident  alien  from  sources  in  the 
United  States  exceeds  $5,000  (including  dividends),  the  additional 
tax  is  levied.  The  representative  in  the  United  States  (if  any) 
receiving  the  income  is  required  to  make  this  return  and  pay  the 
full  tax  assessed  on  such  return.  If  there  is  no  representative 
in  the  United  States  and  all  tax  shall  not  have  been  accounted  for, 
and  the  non-resident  alien  himself  does  not  make  return  in  time, 
a  return  will  be  made  by  the  Collector  of  Internal  Revenue  for 
assessment  of  the  tax  on  the  basis  of  gross  income,  and  penalties 
will  attach  and  deductions  will  not  be  allowable.  The  tax  and 
penalties  will  be  collected  from  any  property  available,  including 
any  interest  (as  a  stockholder  or  otherwise)  in  any  corporation 
organized  in  the  United  States. 

Non-Resident  Alien  In  Business  In  United  States: 

When  a  non-resident  alien  carries  on  a  business  or  trade  in  the 
United  States,  his  resident  manager  or  representative  is  required 
to  make  return  for  his  principal  for  the  income  from  the  business 
or  trade.  When  there  is  income  from  other  sources,  even  though 
the  tax  may  have  been  withheld,  the  necessary  information 
should  be  furnished  the  representative  for  the  purpose  of  full  re¬ 
turn,  or  the  alien  should  himself  make  a  full  return. 

DIVIDENDS 

The  1917  Act  provides  that  any  dividend  paid  in  1917,  or  subse¬ 
quent  tax  years,  shall  be  deemed  to  have  been  declared  and  paid  from 
the  most  recently  accumulated  undivided  profits  or  surplus,  and 
shall  constitute  a  part  of  the  annual  income  of  the  dividend  re¬ 
cipient  for  the  year  in  which  received,  and  shall  be  taxed  at  the 
rates  prescribed  by  law  for  the  years  in  which  such  profits  or 
surplus  were  accumulated  by  the  corporation  paying  the  dividend, 
except  that  earnings  or  profits  which  accrued  prior  to  March  1, 
1913,  shall  not  be  subject  to  tax  when  distributed  thereafter,  pro¬ 
vided  all  undivided  profits  or  surplus  accumulated  since  March 
1,  1913,  shall  have  been  first  distributed.  This  subdivision  shall 
not  apply  to  any  distribution  made  prior  to  August  6,  1917,  out 
of  the  earnings  or  profits  accrued  prior  to  March  1.  1913. 
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Where  the  dividend  recipient  was  an  individual,  to  ascertain 
“the  rate  prescribed  by  law  for  the  years  in  which  such  profits  or 
surplus  were  accumulated  by  the  corporation  paying  the  divi¬ 
dend,”  it  will  be  necessary  to  re-open  the  return  of  the  individual 
for  the  year,  or  years,  involved,  and  assess  a  “further  tax”  on 
such  return. 

PARTNERSHIPS 

The  entire  distributive  interest  of  a  non-resident  alien  in¬ 
dividual  in  the  net  income  of  a  taxable  class  of  a  domestic  part¬ 
nership,  will  be  subject  to  the  income  tax. 

In  the  case  of  a  foreign  partnership  doing  business  in  the 
United  States,  only  that  part  of  the  partnership  income  dis¬ 
tributable  to  its  members  which  is  derived  from  sources  in  the 
United  States  will  be  taxable. 

Partnerships,  as  such,  are  not  taxed.  But  each  member  of 
the  partnership  is  taxable  upon  his  distributive  interest  in  income 
received  by  the  partnership  from  sources  within  the  United 
States  (including  interest  and  dividends  paid  by  United  States 
corporations.)  Partners  should  be  advised  of  amount  of  such 
dividends  received  by  the  partnership  so  that  they  may  report 
and  obtain  proper  credit  therefor. 

Income  from  a  partnership  accrues  to  the  individual  partner 
at  the  time  his  distributive  interest  is  determined  and  reducible 
to  possession.  Therefore,  if  a  taxpayer’s  interest  is  determined  at 
some  time  during  a  calendar  year,  say  July  1,  the  amount  so  de¬ 
termined  is  to  be  reported  in  the  individual’s  return  for  the  same 
calendar  year. 

WAR  EXCESS  PROFITS  TAX 

The  War  Excess  Profits  Tax  is  a  new  tax  levied  under  the  Act 
of  October  3,  1917.  The  tax  is  upon  the  net  income  of  corpora¬ 
tions,  partnerships  and  individuals,  in  excess  of  certain  prescribed 
deductions,  realized  from  trades,  businesses,  professions  and 
occupations.  It  is  in  addition  to  income  and  other  taxes;  but 
the  amount  of  the  tax  (or  the  proportionate  share  in  any  part¬ 
nership  tax)  will  be  deducted  from  the  income  in  assessing  the 
income  tax  for  the  same  year. 
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Deductions  and  Exemptions: 

Income  of  from  7%  to  9%  on  present  capital  invested  is  not 
taxed.  The  exact  rate  depends  upon  the  average  rate  earned 
during  the  prewar  period  (1911,  1912  and  1913)  upon  the  average 
capital  invested  during  those  years,  averaged  monthly.  If  the 
prewar  income  was  7%,  or  less,  income  up  to  7%  on  the  present 
capital  is  not  taxed. 

If  the  prewar  income  was  9%,  or  more,  income  up  to  9%  on 
the  present  capital  invested  is  not  taxed. 

If  the  prewar  income  was  between  7%  and  9%  income  up  to 
that  percentage  upon  the  present  capital  is  not  taxed. 

Rate  of  War  Excess  Profits  Tax: 

The  tax  is  graduated  according  to  the  per  cent,  earned  upon 
the  capital  invested.  On  the  first  15%,  or  less,  earned  on  the 
capital  (less  the  exempted  income),  the  tax  is  20%.  On  the 
next  5%  or  less  (profits  15%  to  20%),  the  tax  is  25%.  On  the 
next  5%,  or  less  (profits  20%  to  25%),  the  tax  is  35%.  On  the 
next  8%,  or  less  (profits  25%  to  33%),  the  tax  is  45%;  and  on 
the  remaining  income  (all  income  in  excess  of  33%),  the  tax  is 
60%. 

This  tax  apparently  will  not  apply  to  the  income  of  non-resi¬ 
dent  alien  individuals  from  sources  within  the  United  States, 
except  that  realized  from  business,  professions  and  occupations. 
Consequently,  unless  the  Treasury  Department  should  construe 
the  Act  otherwise,  income  from  investments  in  the  United  States 
by  non-resident  alien  individuals  not  having  any  business  or 
occupation  there,  would  not  be  subject  to  the  tax. 

This  tax  will  not  be  imposed  in  the  case  of  a  trade  or  business 
of  a  non-resident  alien,  the  net  income  of  which  trade  or  business 
during  the  taxable  year  is  less  than  $3,000. 

To  those  non-resident  alien  individuals  who  are  subject  to  this 
tax,  we  suggest  that  they  refer  to  the  Law,  and  to  the  Digest — or 
Explanation — of  the  War  Excess  Profits  Tax  published  by  The 
National  City  Company  on  October  11,  1917,  for  detailed  in¬ 
formation. 
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Tax  Liability  on  Specified  Incomes: 

Chart  showing  income  tax  liability  of  a  non-resident  indi¬ 
vidual  upon  specified  net  incomes  under  the  combined  Acts.* 
As  heretofore  stated,  a  non-resident  alien  individual  is  subject  to 
the  normal  and  additional  tax  under  the  1916  Act,  but  only  to 
the  additional  tax  under  the  1917  Act. 


Net  Income 

UNDER 
Sept.  8,  1916 
Amount  of  Tax 

ACT  OF 

Oct.  3,  1917 
Amount  of  Tax 

Total  Amount 
of  Income  Tax 

$2,000 

$  40 

$ 

$  40 

3,000 

60 

60 

4,000 

80 

80 

5,000 

100 

100 

7,500 

150 

25 

175 

10,000 

200 

75 

275 

15,000 

300 

250 

550 

20,000 

400 

500 

900 

25,000 

550 

850 

1,400 

30,000 

700 

1,200 

1,900 

35,000 

850 

1,550 

2,400 

•  40,000 

1,000 

1,900 

2,900 

50,000 

1,400 

2,900 

4,300 

60,000 

1,800 

3,900 

5,700 

70,000 

2,300 

5,300 

7,600 

75,000 

2,550 

6,000 

8,550 

80,000 

2,800 

6,700 

9,500 

90,000 

3,400 

8,500 

11,900 

100,000 

4,000 

10,300 

14,300 

110,000 

4,700 

12,500 

17,500 

125,000 

5,750 

15,800 

21,550 

135,000 

6,450 

18,000 

24,450 

150,000 

7,500 

21,300 

28,800 

175,000 

9,500 

27,550 

37,050 

200,000 

11,500 

33,800 

45,300 

225,000 

13,750 

41,300 

55,050 

250,000 

16,000 

48,800 

64,800 

275,000 

18,500 

57,300 

75,800 

300,000 

21,000 

65,800 

86,800 

350,000 

26,500 

84,300 

110,800 

400,000 

32,000 

102,800 

134,800 

450,000 

37,500 

121,300 

158,800 

500,000 

43,000 

139,800 

182,800 

♦Dividends  received  from  United  States  corporations  are  not  subject  to  the  normal  tax  of  2  %.  Con¬ 
sequently,  where  the  taxable  income  includes  any  such  dividends,  2%  of  the  amount  of  such  dividends 
should  be  deducted  from  the  total  tax  shown  in  the  chart,  to  obtain  the  correct  tax.  See  following 
examples. 
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MANNER  OF  COMPUTING  TAX 


To  illustrate  the  way  in  which  the  tax  is  computed,  take  for 
example  a  net  income  of  $40,000,  the  total  tax  on  which  amounts 


*  to  $2,900.  This  tax  is  arrived  at  in  the  following  manner: 

Net  Income . $40,000 

Act  of  September  8,  1916  Tax 

Normal  Tax: 

2%  of  $40, 000 .  $800 

Additional  Tax:  (on  net  income  in  excess  of  $20,000) — 

On  amount  over  $20,000  and  not  over  $40,000  ($20,000 

@1%) .  200 

Total  tax  under  1916  Act .  $1,000 

Act  of  October  3,  1917 

Normal  Tax:  None 

Additional  Tax:  (on  net  income  in  excess  of  $5,000) — 

On  amount  over  $5,000  and  not  over  $7,500  ($2,500 

@1%) .  $25 

On  amount  over  $7,500  and  not  over  $10,000  ($2,500 

@2%) .  50 

On  amount  over  $10,000  and  not  over  $12,500  ($2,500 

,  @3%) .  75 

On  amount  over  $12,500  and  not  over  $15,000  ($2,500 

@4%) .  100 

On  amount  over  $15,000  and  not  over  $20,000  ($5,000 

*  @5%) .  250 

On  amount  over  $20,000  and  not  over  $40,000  ($20,000 

@7%) .  1400 

Total  tax  under  1917  Act .  1,900 


Total  tax  under  combined  Acts .  $2,900 


Assuming  that  $25,000  of  this  net  income  was  received  from  dividends 
of  domestic  (United  States)  corporations,  the  tax  would  be  $500  (i.  e.  2%  of 
$25,000)  less  than  $2900,  or  $2400,  calculated  in  detail  as  follows: 
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Net  Income 


$40,000 

Tax 


Act  of  September  8,  1916 
Normal  Tax : 

Net  Income .  $40,000 

Less  Dividends .  25,000 

Amount  subject  to  normal  tax .  $15,000 

2%  of  above  amount .  $300 

Additional  Tax:  (on  net  income  in  excess  of  $20,000) 

On  amount  over  $20,000  and  not  in  excess  of  $40,000 

($20,000  @1%) .  200 

Total  Tax  under  1916  Act .  $500 


Act  of  October  3,  1917 

Normal  Tax:  None 

Additional  Tax:  (on  net  income  in  excess  of  $5,000) — 

On  amount  over  $5,000  and  not  over  $7,500  ($2,500 

@1%) .  $25 

On  amount  over  $7,500  and  not  over  $10,000  ($2,500 

@2%) .  50 

On  amount  over  $10,000  and  not  over  $12,000  ($2,500 

@3%) .  75 

On  amount  over  $12,500  and  not  over  $15,000  ($2,500 

@4%) .  100 

On  amount  over  $15,000  and  not  over  $20,000  ($5,000 

@5%) .  250 

On  amount  over  $20,000  and  not  over  $40,000  ($20,000 

@7%) .  1400 

Total  tax  under  1917  Act .  $1,900 


Total  tax  under  combined  Acts .  $2,400 


Interest  on  Foreign  Obligations  Payable  in  the  United  States. 

Interest  and  dividends  paid  by  Foreign  Governments  or  cor¬ 
porations  (i.e.  those  not  organized  in  the  United  States)  and  col¬ 
lected  in  the  United  States  by  non-resident  alien  individual,  are 
not  subject  to  the  U.  S.  Income*tax. 

Foreign  Governments  Exempted. 

Section  30  of  Act  of  September  8,  1916,  as  amended  by  Act  of 
October  3, 1917,  provides  that  Foreign  Governments  are  exempted 
from  any  income  tax  on  investments  in  the  United  States,  in 
stocks,  bonds  or  other  securities  or  deposits  in  banks,  where  such 
securities  or  moneys  are  the  property  of  the  Foreign  Government 
receiving  such  income. 
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j  CORPORATION  INCOME  TAX 

As  Applied  to  Foreign  Corporations 

*  Every  foreign  corporation*  is  subject  to  the  Federal  Income 
tax  on  all  net  income  from  sources  in  the  United  States. 

For  the  purpose  of  explanation ,  foreign  corporations  are  divided 
into  two  classes: 

1.  Corporations  having  investments  in  the  United  States, 
but  which  have  no  office  or  place  of  business  therein. 

2.  Corporations  which  are  engaged  in  business,  trade  or  com¬ 
merce  in  the  United  States. 

RATE  OF  TAX 

The  tax  is  levied  under  two  Acts  on  the  same  income  at  the 
following  rates; 

Under  the  Act  of  September  8,  1916 . 2% 

“  “  “  “  October  3,  1917 . 4% 

Making  a  total  tax  of . 6% 

Tax  on  Undistributed  Surplus: 

#  An  additional  tax  of  10%  (15%  in  some  cases)  is  imposed  by 
the  Act  of  1917  on  the  amount  of  net  income  of  all  corporations 
for  1917  and  subsequent  years,  remaining  undistributed  six 
months  after  the  close  of  the  calendar  or  fiscal  year  and  not  in¬ 
vested  or  employed  in,  or  retained  for  employment  in  the  rea¬ 
sonable  requirements  of,  the  business. 

For  the  purpose  of  this  tax,  the  amount  of  income  tax  paid 
within  the  year  and  the  amount  invested  in  obligations  of  the 
United  States  issued  after  Sept.  1,  1917,  will  be  excluded  in  as¬ 
sessing  the  tax. 

This  tax  will  apparently  not  apply  to  foreign  corporations  ex¬ 
cept  in  isolated  cases,  if  at  all. 

*The  term  “corporation”  includes  joint-stock  companies  or  associations,  and  insurance  companies. 
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THE  RETURN 


A  return  of  annual  net  income  is  required  of  every  foreign 
corporation  subject  to  the  tax. 

When  filed:  On  or  before  March  i,  covering  the  entire  pre¬ 
ceding  calendar  year;  or,  if  corporation  has  established  its  fiscal 
year  (which  it  has  the  privilege  of  doing  under  the  provisions  of 
the  law),  then,  within  60  days  after  close  of  its  fiscal  year. 

What  Return  must  contain 

(1)  Total  amount  of  capital  stock  outstanding,  or  in  the  ab¬ 
sence  of  capital  stock,  the  total  amount  of  capital  employed 
in  the  business. 

(2)  Total  amount  of  bonded  or  other  indebtedness. 

(3)  Gross  income  from  sources  in  the  United  States:  Reporting 
separately  amounts  received  from  operations,  rent,  in¬ 
terest,*  dividends  on  stock  of  corporations  subject  to  tax, 
and  other  sources,  as  specified  on  official  return  blank. 

(4)  Deductions  allowed  by  statutes,  including: 

(a)  The  necessary  expenses  actually  paid  within  the  year  in 
carrying  on  any  business  or  trade  in  the  United  States. 

( b )  All  losses  actually  sustained  and  charged  off  within  the 
year  on  business  conducted  in  the  United  States  and 
which  are  not  compensated  by  insurance  or  otherwise. 

(c)  Depreciation :  An  allowance  for  exhaustion  of  property  in 
the  United  States  by  wear  and  tear  in  business. 

(d)  Interest  paid  within  the  year  on  indebtedness  (except  in¬ 
debtedness  incurred  in  the  purchase  of  the  exempted  se¬ 
curities  mentioned  in  footnote). 

The  amount  of  indebtedness,  the  interest  upon  which 
may  be  deducted,  is  limited  to  an  amount  ascertained 
as  follows: 

♦Interest  on  obligations  of  the  United  States  or  its  possessions,  a  state  (of  the  U.  S.)  or  any  political 
subdivision  thereof,  is  not  to  be  reported. 
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Divide  gross  income  from  sources  in  the  United  States 
by  gross  income  from  all  sources  within  and  without  the 
United  States.  Multiply  the  sum  of  capital  stock  (or  capi¬ 
tal  employed  in  the  business)  plus  one-half  of  interest 
bearing  indebtedness  by  the  quotient  arising  from  the 
preceding  division.  The  result  will  give  the  maximum 
indebtedness,  the  interest  upon  which  may  be  deducted. 

(e)  Taxes  (not  including  those  assessed  against  local  benefits) 
paid  within  the  year  (except  income  and  war  excess 
profits  taxes)  which  were  imposed  by  the  United  States 
or  some  taxing  authority  within  the  United  States. 

(/)  Depletion,  in  the  case  of  oil  or  gas  wells  and  mines.  The 
rules  for  calculating  amount  of  depletion  are  the  same 
as  for  individuals,  as  explained  on  page  3. 

NET  INCOME 

The  gross  income  less  the  deductions  constitutes  net  income. 

CREDITS 

The  net  income,  as  above  ascertained,  is  to  be  credited  with 
any  war  excess  profits  tax  which  may  be  levied  for  the  same 
calendar  or  fiscal  year.  The  remainder  will  be  the  income  for 
the  purpose  of  assessment  of  income  tax. 

For  the  purpose  of  assessment  of  the  4%  tax,  under  Act  of 
October  3,  1917,  corporations  are  permitted  to  deduct  from  the 
net  income  shown  by  the  return,  as  a  credit,  the  amount  of  divi¬ 
dends  received  from  corporations  whose  income  is  subject  to  the 
income  tax. 
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Withholding  on  Income  of  Foreign  Corporations  : 

Not  engaged  in  business  nor  having  an  office  or  place  of  busi¬ 
ness  in  the  United  States: 

1.  From  interest  upon  bonds  and  mortgages  or  deeds  of  trust 
or  similar  obligations  of  domestic  (U.  S.)  corporations 

2%  under  Act  of  Sept.  8,  1916,  effective  Jan.  1,  1917. 

4%  under  Act  of  Oct.  3,  1917,  effective  Oct.  4,  1917. 

Making  a  total  tax  of  6%  to  be  withheld  on  and  after 

Oct.  4,  1917. 

2.  From  dividends  on  capital  stock  or  from  net  earnings  of 
domestic  (U.  S.)  corporations. 

2%  under  Act  of  Sept.  8,  1916,  effective  Jan.  1,  1917. 

None  under  Act  of  Oct.  3,  19 1 7"f" 

Tax  Free  Covenant  Clause  Obligations : 

Many  domestic  (United  States)  corporations  issue  obligations 
with  what  is  termed  a  tax  free  covenant  clause ,  as  explained  on 
page  9.  The  interest  on  such  obligations  will  probably  be  paid 
in  full,  without  any  actual  withholding;  and  where  the  obliga¬ 
tions  are  owned  by  a  foreign  corporation  not  having  an  office  or 
a  place  of  business  in  the  United  States,  the  tax  on  such  inter¬ 
est  will  be  paid  directly  to  the  Government  for  the  benefit  of 
such  foreign  corporation,  thereby  relieving  such  corporation  from 
the  payment  of  the  tax. 

In  making  returns,  every  foreign  corporation  should  be  care¬ 
ful  to  claim  credit  for  all  taxes  actually  withheld  from  its  income, 
and  for  taxes  paid  to  the  Government  for  its  account  on  income 
from  obligations  containing  the  tax  free  covenant  clause. 

No  Withholding  Against  Foreign  Partnerships: 

According  to  a  strict  interpretation  of  the  law,  it  appears  that 
no  withholding  is  required  in  case  of  income  payable  to  foreign 
partnerships. 

A  Treasury  ruling,  however,  will  be  necessary  in  order  to  de¬ 
termine  definitely  the  intent  of  the  law. 

tAs  under  1917  Act,  income  embraced  in  return  is  to  be  credited  with  amount  received  as 
as  dividends  upon  the  stock  or  from  net  earnings  of  any  other  corporation,  etc.,  which  is  tax¬ 
able  upon  its  net  income,  it  seems  that  the  4%  tax  imposed  by  that  Act  is  not  to  be  withheld 
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Income  Which  Has  Escaped  Full  Withholding: 

jf  As  heretofore  explained,  tax  is  required  to  be  withheld  on  all 

fixed  or  determinable  annual  or  periodical  income  of  foreign 
corporations  from  sources  in  the  United  States.  Only  2%  was 
required  to  be  withheld  under  the  1916  Act,  but  the  Act  of  1917 
increased  withholding  rate  to  6%.  In  view  of  the  fact  that  the 
rate  of  the  tax  is  6%  on  net  income  beginning  January  I,  1917, 
under  the  two  Acts,  it  will  be  seen  that  income  received  between 
January  1  and  October  4,  1917  escaped  the  full  withholding,  i.e., 
the  new  4%  tax.  While  no  official  ruling  has  been  made,  it  would 
appear  necessary  for  all  corporations  to  make  returns  in  order 
that  the  net  income  for  the  year  may  be  assessed  at  the  6%  rate, 
such  corporations  to  be  given  such  credit  on  returns  for  the  amount 
of  tax  withheld. 

Method  of  Computing  Tax: 

Corporation  taxes  are  to  be  computed,  assessed  and  paid  in 
the  same  manner  as  under  the  Act  of  September  8,  1916.  As 
corporation  executives,  or  representatives  charged  with  the  prep¬ 
aration  of  income  tax  returns,  are  familiar  with  the  manner  of 
computing  the  tax,  it  is  not  deemed  necessary  to  review  the  pro¬ 
visions  of  the  former  Act.  Changes  in  the  old  Act  and  new 
provisions  in  the  1917  Act  are  briefly  summarized  in  the  fore¬ 
going  pages. 

WAR  EXCESS  PROFITS  TAX 

This  tax,  imposed  by  the  Act  of  October  3,  1917,  will  appar¬ 
ently  apply  only  in  the  case  of  corporations  in  class  2 — doing 
business  in  the  United  States. 

See  page  12  relative  to  this  tax.* 

*See  full  explanation  of  the  War  Excess  Profits  Tax  in  Digest  of  War  Taxes  of  1917,  issued  by  the 
National  City  Co.,  on  October  11,  1917. 
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Credit:  amount  withheld  at  source 
Balance  tax  due . 
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I  Hgfllt'l 


Tax  Department  of  the 
National  City  Company 


It  is  the  purpose  of  this  Department  to  furnish  complete  and 
authentic  information  pertaining  to  Federal  Tax  legislation. 


As  the  complex  statutes  are  clarified  by  Treasury  regulations 
and  decisions,  it  is  our  aim  to  compile  this  information  in  sim¬ 
plified  form  for  the  use  and  convenience  of  the  taxpayer. 

We  have  issued  since  the  enactment  of  the  Revenue  Bill  of 
October  3,  1917,  the  following  literature: 

1.  Text  of  the  Tax  Law  fully  annotated  and  indexed  for 

convenient  reference. 

2.  Analysis  of  the  Law  as  applied  to  individuals,  partner¬ 

ships  and  corporations. 

3.  Analysis  of  the  Law  as  applied  to  non-resident  aliens  and 

corporations. 

4.  A  chart  showing  the  tax  liability  upon  individual  net 

incomes  ranging  from  $2,000  to  $3,000,000. 

5.  A  pamphlet  of  Examples,  showing  how  the  provisions  of 

the  Income  Tax  Law  are  specifically  applied. 

Our  Tax  Department  may  be  consulted  regarding  individual,  partner¬ 
ship  and  corporation  tax  problems.  We  invite  correspondence  or  a  personal 
interview. 

Official  tax  blanks  may  be  obtained  from  this  Department. 
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